Before the MAT 2 71998
Federal Communications Commission .
Washington, D.C. 20554

In the Matter of )
Federal-State Joint Board ; CC Docket No. 96-45
Forward-Looking Mechanism For ; CC Docket No. 97-160
High Cost Support )

REPLY COMMENTS

BellSouth Corporation, on behalf of itself and its subsidiaries, (“BellSouth™) hereby
submits its Reply Comments regarding the proposals to revise the methodology for determining
universal service support.

At this stage, it is important that the Commission remain focused on the task at hand—the
establishment of a universal service methodology that will provide sufficient and explicit support
for universal service. Despite the need to come to closure on this most important facet of
universal service, some commenters suggest that an alternative that the Commission could
follow is to do nothing. These commenters would have the Commission believe that they have
no obligation under the Communications Act to do anything further at this time regarding
universal service. These commenters are wrong. They engage in fanciful rewrites to the Act’s
requirements or ignore the Act’s provisions altogether.

For example, AT&T argues that non-rural carriers do not require universal service
support because their revenues fully recover the cost of providing universal service.! While
AT&T presents its arguments as “startling revelations” worthy of front page coverage on the

weekly supermarket tabloids, the fact of the matter is that all that AT&T has come to discover is

. AT&T at 1-7.
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what the Commission and Congress already know—universal service receives implicit support
from other local exchange carrier provided services. It is this very system of implicit subsidies
that the Act directs the Commission to replace with a sufficient and explicit universal service
fund.”> The Commission does not have the discretion, as AT&T’s comments would imply, to
simply ignore the Act’s directives.

Another flawed notion advanced by AT&T is that support should be calculated on a study
area basis.” AT&T is quite open that its purpose is to reduce the size of the universal service
fund. The reduction that AT&T claims will be realized by study area calculations comes at the
expense of competition and requires that implicit subsidies between low and high cost areas
within a state be retained. Large support areas will make it very difficult for competitors to
qualify for universal service support and will make support far less portable than small support
areas. Further, as the Commission recognized, calculating support over small geographic areas
promotes efficient targeting of support.*

Likewise, universal service funding cannot be conditioned upon or delayed, as some
commenters suggest, until some measure of competition occurs or some finding that incumbent

local exchange carriers have fulfilled other requirements of the Communications Act.” As the

2 AT&T’s suggestion that universal service payment be withheld until a local exchange

carrier demonstrates that its existing revenues are insufficient to support universal service is
patently absurd. (AT&T at 7) Not only does AT&T seek to perpetuate implicit subsidies, but it
seeks to deny local exchange carriers the opportunity to obtain competitive returns on non-
universal service investments that bring to the public high quality, innovative
telecommunications services.

3 AT&T at 7-9.

4 In the Matter of Federal-State Joint Board on Universal Service, CC Docket No 96-45,

Report and Order, 12 FCC Rcd 8776, 8884 (1997).
3 See AT&T at 12-13; MCI at 5.



SBC LECs’ comments demonstrate, there is nothing in the Act that “expressly or impliedly,
condition universal service support on the implementation of Sections 251 or 252.”¢ Section 254
unconditionally directs the Commission to replace implicit universal service subsidies with an
explicit fund that is sufficient to advance and promote universal service. Congress’ intention that
the Commission act expeditiously and completely is evident in the provision’s requirement that
the Commission complete its proceeding within fifteen months of enactment of the
Telecommunications Act and establish a specific implementation timetable. This provision
hardly contemplates or permits delaying or conditioning universal service support upon the
implementation of other sections of the Communications Act.

The issue for the Commission is to select a methodology that will provide adequate
universal service support. The Commission has already acknowledged that the new, explicit
federal universal service fund should provide each state with the same level of support that the
state receives from existing interstate implicit and explicit mechanisms. At the same time, a
compelling case has been made by the state commissions that the federal fund should provide
additional support to the states to assist them in reducing intrastate implicit support.

BellSouth’s proposal starts with identifying existing interstate explicit and implicit
support for universal service. The existing explicit support for non-rural companies comes from

the high cost fund, which is approximately $400 million for non-rural local exchange carriers.’

6 SBC LECs at 7.

7 The size of the existing high cost fund is determined by application of the Commission’s

rules which permits local exchange carriers that have higher than average loop costs to receive
support. Some states with high cost areas have expressed concern that, under the current
formula, certain states that have high cost areas only qualify for minimal high cost support
because the current rules greatly restrict the amount of support that can go to LECs with over

200,000 lines in a study area. One of the objectives of the Ad Hoc proposal is to address this
(Footnote Continued)



Existing implicit support for universal service comes from carrier common line charges and the
presubscribed interexchange carrier charge. For non-rural carriers, existing implicit support
amounts to $2.5 billion. Recognizing that there are circumstances where the states cannot fully
fund an intrastate universal service fund and, thus, the federal fund should assist the state in
eliminating intrastate implicit subsidies, BellSouth also proposed that the Commission establish a
safety-net benchmark which would enable states to shift the responsibility for a portion of the
intrastate implicit universal service subsidy to the federal fund.

The following illustrates the operation of BellSouth’s proposal. The total cost of
universal service would be determined using the cost proxy modei. This cost would be reduced
by the amount of existing interstate implicit and explicit support that would continue to be
received from the federal fund. The difference between the remaining universal service costs
and the safety-net benchmark represents the additional support that would be provided to states
to offset intrastate implicit subsidies.

Using the Benchmark Cost Proxy Model and a safety-net benchmark of $50 for
residential lines and $70 dollars for single-line business, BellSouth has estimated the amount of
additional support resulting from the safety-net feature that would be provided to states served by
non-rural companies. For non-rural companies, BellSouth’s safety-net proposal would provide

the states with $1.5 billion that would be applied to reduce intrastate implicit support.® Hence,

concern. The Ad Hoc proposal could be a useful approach for the Commission to provide
additional relief for states confronted by this circumstance.

8 The actual amount of additional state support is dependent upon the Commission’s

selection of a cost model and cost inputs as well as the safety-net benchmark. Based on
BellSouth’s analysis, it would appear that $1.5 billion in additional state support represents the
upper-bound of a safety-net benchmark.



under BellSouth’s proposal, the total federal fund for non-rural companies would be §5.7 billion.
Exhibit 1 contains BellSouth's calculations.

BellSouth urges the Commission to act quickly to finalize its methodology for calculating
the non-rural federal universal service fund and to implement the new federal fund on January 1,
1999 as scheduled. BellSouth’s proposal provides a framework for the Commission to deal with
not only existing interstate subsidies but also to address the circumstances identified by state
commissions that warrant additional federal support to remove intrastate implicit subsidies.

Respectfully submitted,

BELLSOUTH CORPORATION

RYINNE

M. Robert Sutherland
Richard M. Sbaratta

Its Attorneys

Suite 1700
1155 Peachtree Street, N. E.

Atlanta, Georgia 30309-3610
(404) 249-3386

Date: May 29, 1998



EXHIBIT 1

BellSouth Universal Service High Cost Fund Proposal

This Exhibit depicts by state and by non-rural and aggregated rural companies

the total amount of federal high cost support which will be available under
BellSouth’s Proposal.

A;

Column 1 identifies the amount of existing high cost fund receipts for all

companies. This amount includes DEM weighting, Long Term Support,
and High Cost Support.

Columns 2 and 3 are based upon the 12/97 filings of the non-rural LECs.
Column 4 represents an estimate of the payments into the current high
cost fund, low income support, schools and libraries funding, and rural
health care support made by local exchange carriers.

Column 5 equals Columns 2 and 3 minus Column 4.

Column 6 represents the total current support received by the RBOCs,
GTE, and Sprint. This is calculated by adding Column 1 to Column 5.

Column 7 depicts the total cost, both interstate and intrastate, for
providing universal service in high cost areas. This is calculated using the
Benchmark Cost Proxy Model 3.1 utilizing default inputs.

Column 8 is used to adjust for the current support received; it is calculated
as follows:

Column 7 minus Column 6
Column 7

Column 9 calculates the amount of additional support which is available

using a “safety net” approach. It is based upon the adjusted cost
percentage determined in Column 8.

Column 10 is calculated by adding Columns 6 and 9. The total for the
state includes amounts for both rural and non-rural carriers.
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